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USSR: Subsidlized Wegstern Credilsg

The USSR has used Western goverhment-backed credits to
finance a large share of its imporils of plant and egquipmenl. The
terms of these cradits have gensvally besn considerably better
thun those for non-guaranteed commercial bank credits.

Commereinl rates probably ran about 4=5 points in 183D and &6
pointg in 1981 higher on avermrge than did those on off{icial
lending. The suving to the Sovietls In interest paymenis on aboul
$8 billion of official debt was upwerds of 3350 million in 1520

L represents aboul 1.5 perecent of

und $500 million in 1981,
"total Soviel hard eurrency expeanditures in 1581. - To the Western
governments involved il was an inexpensive way of promoting

employment. This difference was offzcol to some =axtent--at 1aaat

in the cuse of West Cermany--by higher prices charged on the

equipment covered by tha credils. 25X1

1f Westcrn governments werc {0 no longer grant concaeszicnary

interesi terms to the USSR, Moscow's additionsl burden would be

J. Data presenied in this momorandum are rough estimates, To
derive estimates of the valuc of the subsidies to the USSR, we
ugsumed that rll of the officinl debt was zerviced at the
galimated commercial rate prevailing in that year, i.e., &
floating rate. In reality, mueh of the debi would have been al
fixed rates eztublished in previous ysars. fiiven the sharp
increase in ocommercial rates in recent years, our estimates
probably are a maximum. Information on the aclual conmereial
rates charged the USSR by Western banks is sketlchy. For these
raeles we use domestic bond ylelds as a proxy. Moreover, wWe do
nol have complete information on other charges suecnh as conraitment
feez. In the case of the aztual intercst ¢hargsd on governmeni-
buckoed credits, our information is conriderably b=ziter but still
fur from eompleta. Finmlly, in the absence of good reporting, we
have had to estimute the smount of onistanding debt {ecredits
retually drawa less tapayments) on governmsnti-baekad eredits from
individual Western eountries.
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small. for the first {wo to three years. in the Tirst plave, the
entivre impact would not be felt imnediately as {% would take
several yeaurs for nll of tha o!d_nffiejal debt to he workad

off. Official eredits cxtended under earlisr agrssments would be
drawn at lower, ean&éggionary rates. Sescond, new official
eredits grantad to the USSR presumably will be oa terms much
eloser to cvomnercial rates. Tha ORCDH guidelines agreed to in
October 1981--and in effcet for =2iX months beginning in
November-~eall for ercdils lo "intermediate eountrics™ (which
includes the USBR) to cerry an interest rate of 11.0 percent on
eredits of & - 8Y years. Asszuming conmercliul ratas average 13,0
percent over the next few ya2ars and thal the Soviets eontinued to
receive roughly $2 bijlion u year in official finaneing, the coat
of servicing the debt would by 1935 excead by only %200 ﬁil]ion
ihe <ost under more favorabhle terms. {:::j | 25X1

in the case of West Germupy, the USSR's =aving in 1981 of

roughly $100 mil)ion--assumlng n four-point spred between
toncessionary and commereinl ralcs--on its estimﬁ(ad deht on
official aredits of ubout $3.5 billion probably was largely
offset by higher contract prices. Unlike other major Western
trading purtiners, Bonn does not gro?ide extengive aredit support
in the lorm of official interest rule gubsidies for i{ts medium-
term exportg. West German credits are guaranteed by the
government. When the Sovvieis demand interest rates below markat
levels, tne exporting firm usually mukes up tha difference

belween the negotiated rate end the market rate by raizing the

selling price and t{ransferring this difference to ihe bank. Tha
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Soviets, who are well are of this practice, go aiong with it

becaugse far mppearance's sake and becuuse oven wlth the higher

prices effeetive interesl rates hove bean relatively low by

international siandards. [:::] 25X1
The saving to the USSR on fts inisrest paynenis to Ilsly was

parhaps 3110 million. Thiz masuncs a spread heiween the

suhgidized nnd commercial rate of 11 percaniagcépoiﬂis and &

Soviet debt on official [talian credits of $1 billion. 1taly was

one of tie [irst Wastern vountiries (0o offar suusgidized ivads

credits to Moscow, which has never been hesitant about pressing

the Ttaliana for louns ot ewxceedingly favorasble terms. 1In the

casc of a mid-1977 eredit packape, the Sovigts got the ftalinns

to agrve to a 7.55 percent intercst rate, whieh was below Lhe

OECD conzensus pates. (he Italians claimed that the new Yine of

credil was really an extensgion of previous sgreemsents and

therefore parmisgible under the grandfather clausz of the

"Centleman's Agrecmcnl” on export eredits. [:::::] - 25X1

In the eagse of the United Kingdom, Soviet interest paymants

in 1881 would have been $33 million higher if all official daebt--
extimated at about 3700 mitlion=--had been contracled at
comnereial rates. And in the case of Irance, the cost would have
been roughly $140 millfon assuming a difference of 7 points
between the subsidizoed and the commereigl rate and & debt on
official sredits of %2 billion, Allhough not alone in
ocrcusionally breaking and often bending the "Genilemen's

Agreoment” on exporl creditls, Paris has besn cne oi the most
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reluctant to tighten the terms of the agreement. The Frenech have
fearcd thut in the absence of atiruclive finaneing terms they

Vould be unable to compele with US, West Garmsn, ov Japanessa

banks or {rading houses. ' 25X1
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